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Q–36: Under the sequencing rules applicable
to section 422 qualified stock options, an option
was permitted to be exercised out of sequence so
long as it was issued at a higher price than
prior outstanding options (section 422(c)(6)).
Will a similar exception to the sequencing re-
striction be applicable to ISO’s?

A–36: No. Section 422A does not contain
such an exception to the sequencing restric-
tion.

Q–37: How does the section 422A sequential
exercise restriction (see A–2(c)(7)) apply to an
ISO granted in one year that, by its terms, can
only be exercised in installments over a period of
years?

A–37: Such an installment ISO is the grant
of a single option. The section 422A sequen-
tial exercise restriction would restrict the
exercise of any later-granted ISO until ei-
ther the exercise or expiration of all install-
ments of this earlier-granted ISO.

Q–38: Assume that an option granted and ex-
ercised during January of 1982 automatically
qualifies, by its terms, for ISO treatment. Dur-
ing February of 1982, the same employee exer-
cised a second option, one that had been grant-
ed during 1978. Prior to the exercise of the 1978
option, it was amended under the transitional
rules (see A–3) so that it would conform to the
section 422A qualification requirements (see A–
2(c)). If the 1978 option is properly elected to re-
ceive ISO treatment (see A–4), will such an elec-
tion adversely affect the 1982 option’s status as
an ISO?

A–38: Yes. The election of the 1978 option
to receive ISO treatment will automatically
disqualify the 1982 option. If the 1982 option
is to qualify as an ISO, it cannot be exercised
prior to the exercise or expiration of all
ISO’s previously granted and outstanding on
the 1982 option’s date of grant (see A–2(c)(7)).
When the 1982 option was granted during
January of 1982, the 1978 option was already
granted and outstanding for purposes of the
section 422A sequential exercise restriction.

RECEIPT OF PROPERTY OR CASH UPON
EXERCISE OF AN ISO

Q–39: Section 422A provides that ISO treat-
ment will be available even though the employee
has the right to receive cash or other property at
the time of the exercise of the option, so long as
such property is subject to inclusion in income
under section 83 (see A–2(d)(3)). To what extent
does section 422A permit the use of tandem op-
tions and stock appreciation rights (SARs) in
connection with ISO’s?

A–39: A tandem stock option, wherein two
options are issued together and the exercise
of one affects the right to exercise the other,
is not permitted because such a tandem op-
tion arrangement may be used to evade the
section 422A qualification requirements (see
A–2(c)).
A tandem ISO–SAR, wherein an ISO and an
SAR are granted together and the exercise of
one affects the right to exercise the other, is

permitted so long as the SAR, by its terms,
meets the following requirements:

(a) The SAR will expire no later than the
expiration of the underlying ISO.

(b) The SAR may be for no more than 100%
of the spread, i.e., the difference between the
exercise price of the underlying option and
the market price of the stock subject to the
underlying option at the time the SAR is ex-
ercised.

(c) The SAR is transferable only when the
underlying ISO is transferable, and under the
same conditions.

(d) The SAR may be exercised only when
the underlying ISO is eligible to be exer-
cised.

(e) The SAR may be exercised only when
there is a positive spread, i.e., when the mar-
ket price of the stock subject to the option
exceeds the exercise price of the option.
If all of the above requirements are met, for
purposes of the 422A sequential exercise re-
striction (see A–2(c)(7)), a tandem ISO–SAR
will be considered exercised in full when ei-
ther the underlying ISO or the SAR is exer-
cised. Additionally, SAR’s may be paid in ei-
ther cash or property, or a combination
thereof, so long as the section 83 income in-
clusion rule applies to any property so trans-
ferred.

[T.D. 7799, 46 FR 61840, Dec. 21, 1981, as
amended by T.D. 8435, 57 FR 43896, Sept. 23,
1992]

PART 15—TEMPORARY INCOME
TAX REGULATIONS RELATING TO
EXPLORATION EXPENDITURES IN
THE CASE OF MINING

Sec.
15.0–1 Scope of regulations in this part.
15.1–1 Elections to deduct.
15.1–2 Revocation of election to deduct.
15.1–3 Elections as to method of recapture.
15.1–4 Special rules.

AUTHORITY: Sec. 7805, 68A Stat. 917; 26
U.S.C. 7805.

SOURCE: T.D. 6907, 31 FR 16776, Dec. 31, 1966,
unless otherwise noted.

§ 15.0–1 Scope of regulations in this
part.

The regulations in this part relate to
expenditures of the type described in
section 615(a) or in section 617(a)(1)
paid or incurred after September 12,
1966. The regulations in this part do
not apply to the income tax treatment
of mining exploration expenditures
paid or incurred before September 13,
1966, and no election made pursuant to
the provisions of the regulations in
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this part shall have any effect on the
income tax treatment of exploration
expenditures paid or incurred before
such date. See § 15.1–4 for rules relating
to treatment of exploration expendi-
tures paid or incurred during taxable
years beginning before September 13,
1966, and ending after September 12,
1966.

§ 15.1–1 Elections to deduct.
(a) Manner of making election—(1)

Election to deduct under section 617(a).
The election to deduct exploration ex-
penditures as expenses under section
617(a) may be made by deducting such
expenditures in the taxpayer’s income
tax return for the first taxable year
ending after September 12, 1966, for
which the taxpayer desires to deduct
exploration expenditures which are
paid or incurred by him during such
taxable year and after September 12,
1966. This election may be exercised by
deducting such expenditures either in
the taxpayer’s return for such taxable
year or in an amended return filed be-
fore the expiration of the period for fil-
ing a claim for credit or refund of in-
come tax for such taxable year. Where
the election is made in an amended re-
turn for a taxable year prior to the
most recent year for which the tax-
payer has filed a return, the taxpayer
shall file amended income tax returns,
reflecting any increase or decrease in
tax attributable to the election, for all
taxable years affected by the election.
See section 617(a)(2)(C) for provisions
relating to the tolling of the statute of
limitations for the assessment of any
deficiency for any taxable year, to the
extent the deficiency is attributable to
an election under section 617(a). In ap-
plying the election to the years af-
fected there shall be taken into ac-
count the effect that any adjustments
resulting from the election shall have
on other items affected thereby, such
as the deduction for charitable con-
tributions, the foreign tax credit, net
operating loss and other deductions or
credits the amount of which is limited
by the taxpayer’s taxable income, and
the effect that adjustments of any such
items have on other taxable years.
Amended returns filed for taxable
years subsequent to the taxable year
for which the election under section

617(a) is made by amended return shall
apply the recapture provisions of sub-
sections (b)(1)(B), (c), and (d) of section
617.

(2) Election to deduct under section
615—(i) General rule. The election to de-
duct exploration expenditures under
section 615 shall be made in a state-
ment filed with the district director, or
director of the regional service center,
with whom the taxpayer’s income tax
return is required to be filed. If the
election is made within the time period
prescribed for filing an income tax re-
turn (including extensions thereof) for
the first taxable year ending after Sep-
tember 12, 1966, during which the tax-
payer pays or incurs expenditures
which are within the scope of section
615 and which are paid or incurred by
him after September 12, 1966, this
statement shall be attached to the tax-
payer’s income tax return for such tax-
able year. If the election is made after
the time prescribed for filing such re-
turn but before the expiration of the
period (described in paragraph (d)(1) of
this section) for making the election
under section 615(e), the statement
must be signed by the taxpayer or his
authorized representative. The state-
ment shall be filed even though the
taxpayer charges to capital account all
such expenditures paid or incurred by
him during such taxable year after
such date. The statement shall clearly
indicate that the taxpayer elects to
have section 615 apply to all amounts
deducted by him with respect to min-
ing exploration expenditures paid or in-
curred after September 12, 1966. If the
taxpayer desires, he may file this
statement by attaching it to his return
for a taxable year prior to the first tax-
able year ending after September 12,
1966, in which he pays or incurs mining
exploration expenditures. Except as
provided, in subdivision (ii) of this sub-
paragraph, if the taxpayer does not file
such a statement within the period pre-
scribed by section 615(e) and paragraph
(d)(1) of this section, any amounts de-
ducted by him with respect to explo-
ration expenditures paid or incurred by
him after September 12, 1966, will be
deemed to have been deducted pursuant
to an election under section 617(a).

(ii) Exception. The last sentence of
subdivision (i) of this subparagraph
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shall not apply if all mining explo-
ration expenditures which are paid or
incurred by the taxpayer after Septem-
ber 12, 1966, and which are deducted by
him in his income tax return for the
first taxable year ending after Septem-
ber 12, 1966, during which he pays or in-
curs such expenditures are outside the
scope of section 617(a). For example, as-
sume that, in his return for his first
taxable year ending after September 12,
1966, a taxpayer deducts mining explo-
ration expenditures paid or incurred
after September 12, 1966, and does not
attach to his return the statement de-
scribed in subdivision (i) of this sub-
paragraph. However, all of the explo-
ration expenditures paid or incurred by
the taxpayer after September 12, 1966,
and before the end of the taxable year
were paid or incurred with respect to
minerals located neither in the United
States nor on the Outer Continental
Shelf. The taxpayer will be deemed to
have made an election under section
615(e) by deducting all or part of those
expenditures as expenses in his income
tax return.

(b) Information to be furnished. A tax-
payer who makes or has made an elec-
tion under either section 615(e) or sec-
tion 617(a) to deduct expenditures paid
or incurred after September 12, 1966,
shall indicate clearly on his income tax
return for each taxable year for which
he deducts any such expenditures the
amount of the deduction claimed under
section 615 (a) or (b) or section 617(a)
with respect to each property or area
of interest. Such property or area of in-
terest shall be identified by a descrip-
tion sufficiently adequate to permit
application of the recapture rules of
section 617 (b), (c), and (d) and the rules
of section 615(g) (relating to effect of
transfer of mineral property).

(c) Effect of election. A taxpayer who
has made an election under section
615(e) may never make an election
under section 617(a) unless, within the
period set forth in section 615(e) and
paragraph (b)(1) of § 15.1–2, he revokes
his election under section 615(e). A tax-
payer who has made an election under
section 617(a) may never make an elec-
tion under section 615(e) unless, within
the period set forth in section 615(e)
and paragraph (b)(1) of § 15.1–2, he re-
vokes his election under section 617(a).

A taxpayer who has made, and has not
revoked, an election under section
617(a) may not, in his return for the
taxable year for which the election is
made or for any subsequent taxable
year, charge to capital account any ex-
penditures which are within the scope
of section 617(a), and he must deduct
all such expenditures as expenses. Ex-
cept as provided in paragraph (a)(2) of
§ 1.615–2 of this chapter (Income Tax
Regulations), a taxpayer who makes an
election under 615(e) may not change
his treatment of exploration expendi-
tures deducted, deferred, or capitalized
pursuant to such election unless he re-
vokes the election made under section
615(e).

(d) Time for making election—(1) Elec-
tion under section 615(e). A taxpayer
may not make an election under sec-
tion 615(e) after the expiration of the 3-
year period beginning with the date
prescribed by section 6072 or other pro-
vision of law for filing the taxpayer’s
income tax return for the first taxable
year ending after September 12, 1966, in
which the taxpayer pays or incurs ex-
penditures to which section 615(a)
would apply if an election were made
under section 615(e). This 3-year period
shall be determined without regard to
any extension of time for filing the
taxpayer’s income tax return. An elec-
tion under section 615(e) may not be
made after the expiration of the 3-year
period even though the taxpayer
charged to capital account, or erro-
neously deducted as development ex-
penditures under section 616, all mine
exploration expenditures paid or in-
curred by him after September 12, 1966,
and before the end of his first taxable
year ending after September 12, 1966, in
which he paid or incurred such expendi-
tures.

(2) Election under section 617(a). The
election under section 617(a) may be
made at any time before the expiration
of the period prescribed for filing a
claim for credit or refund of the tax
imposed by chapter 1 for the first tax-
able year for which the taxpayer de-
sires to deduct exploration expendi-
tures under section 617.

(3) Timely mailing treated as timely fil-
ing. Section 7502 (relating to timely
mailing treated as timely filing) shall
apply in determining the date when an
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election under either section 615(e) or
section 617(a) is made.

§ 15.1–2 Revocation of election to de-
duct.

(a) Manner of revoking election. A tax-
payer may revoke an election made by
him under section 615(e) or section
617(a) by filing with the internal reve-
nue officer with whom the taxpayer’s
income tax return is required to be
filed, within the periods set forth in
paragraph (b) of this section, a state-
ment, signed by the taxpayer or his au-
thorized representative, which sets
forth that the taxpayer is revoking the
election previously made by him with
respect to the deduction of mining ex-
ploration expenditures paid or incurred
after September 12, 1966, and states
with whom the document making the
election was filed. A taxpayer revoking
such an election shall file amended in-
come tax returns, reflecting any in-
crease or decrease in tax attributable
to the revocation of election, for all
taxable years affected by the revoca-
tion of election. See section 617(a)(2)(C)
for provisions relating to the tolling of
the statute of limitations for the as-
sessment of any deficiency for any tax-
able year, to the extent the deficiency
is attributable to an election or revoca-
tion of election under section 617(a). In
applying the revocation of an election
to the years affected there shall be
taken into account the effect that any
adjustments resulting from the revoca-
tion of election shall have on other
items affected thereby, such as the de-
duction for charitable contributions,
the foreign tax credit, net operating
loss, and other deductions or credits
the amount of which is limited by the
taxpayer’s taxable income, and the ef-
fect that adjustments of any such
items have on other taxable years.

(b) Time for revoking election—(1) Elec-
tion under section 615(e). An election
under section 615(e) may be revoked at
any time before the expiration of the 3-
year period described in paragraph
(d)(1) of § 15.1–1. Such an election may
not be revoked after the expiration of
the 3-year period.

(2) Election under section 617(a). An
election under section 617(a) may be re-
voked before the expiration of the last
day of the third month following the

month in which the final regulations
issued under the authority of section
617 are published in the FEDERAL REG-
ISTER. After the expiration of this pe-
riod, a taxpayer who has made an elec-
tion under section 617(a) may not re-
voke that election unless he obtains
the consent of the Secretary or his del-
egate in the manner to be set forth in
the final regulations under section 617.

(c) Additional information to be fur-
nished by a transferor of mineral prop-
erty. If, before revoking his election,
the taxpayer has transferred any min-
eral property with respect to which he
deducted exploration expenditures paid
or incurred after September 12, 1966, to
another person in a transaction as a re-
sult of which the basis of such property
in the hands of the transferee is deter-
mined by reference to the basis in the
hands of the transferor, the statement
submitted pursuant to paragraph (a) of
this section shall state that such prop-
erty has been so transferred and shall
identify the transferee, the property
transferred, and the date of the trans-
fer.

§ 15.1–3 Elections as to method of re-
capture.

(a) In general. If the taxpayer so
elects with respect to all mines with
respect to which deductions have been
allowed under section 617(a) and which
reach the producing stage during a tax-
able year, he shall include in gross in-
come for the taxable year an amount
equal to the adjusted exploration ex-
penditures with respect to such mines
(determined under section 617(f)(1)).
The amount so included in income
shall be treated for purposes of Sub-
title A of the Internal Revenue Code as
expenditures which are paid or in-
curred on the respective dates on which
the mines reach the producing stage
and which are properly chargeable to
capital account. If the taxpayer does
not make this election for a taxable
year during which any mine with re-
spect to which deductions have been al-
lowed under section 617(a) reaches the
producing stage, the deduction for de-
pletion under section 611 with respect
to the property (whether determined
under § 1.611–2 of this chapter (Income
Tax Regulations) or under section 613)
shall be disallowed until the amount of
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depletion which would be allowable but
for section 617(b)(1)(B) equals the
amount of the adjusted exploration ex-
penditures with respect to the mine.
The fact that a taxpayer does not make
the election described in the first sen-
tence of this paragraph for a taxable
year during which mines with respect
to which deductions have been allowed
under section 617(a) reach the produc-
ing stage shall not preclude the tax-
payer from making the election with
respect to other mines which reach the
producing stage during a subsequent
taxable year. However, an election may
not be made for any taxable year with
respect to any mines which reached the
producing stage during a preceding tax-
able year.

(b) Manner of making elections. A tax-
payer will be considered to have made
an election in accordance with the
manner in which the adjusted explo-
ration expenditures with respect to the
mines reaching the producing stage
during a taxable year are treated in his
return for such taxable year.

(c) Time for making election. The elec-
tion described in paragraph (a) of this
section may be made, or changed by fil-
ing an amended return, not later than
the time prescribed by law for filing
the return (including extensions there-
of) for the taxable year.

§ 15.1–4 Special rules.
(a) Taxable years beginning before Sep-

tember 13, 1966, and ending after Septem-
ber 12, 1966—(1) General rule. An election
made under section 615(e) or section
617(a) applies only to expenditures paid
or incurred after September 12, 1966.
The income tax treatment of explo-
ration expenditures paid or incurred
before September 13, 1966, will be deter-
mined in accordance with the provi-
sions of section 615 prior to its amend-
ment by the Act of September 12, 1966
(Pub. L. 89–570, 80 Stat. 759). If a tax-
payer makes an election under section
615(e) in his income tax return for a
taxable year beginning before Septem-
ber 13, 1966, and ending after September
12, 1966, amounts deducted under sec-
tion 615 with respect to expenditures
paid or incurred during such taxable
year but before September 13, 1966, will
be taken into account in determining
whether the $100,000 limitation set

forth in section 615(a) is reached during
1966. Similarly, a taxpayer making an
election under section 615(e) shall take
into account expenditures deducted
under section 615 for periods prior to
September 13, 1966, in determining
when the $400,000 overall limitation set
forth in section 615(c) is reached. The
fact that a taxpayer deducts under sec-
tion 615 expenditures paid or incurred
prior to September 13, 1966, shall not
affect his right to make an election
under section 617(a) to deduct under
section 617 expenditures paid or in-
curred after September 12, 1966.

(2) Allocation in case of inadequate
records. If a taxpayer pays or incurs ex-
ploration expenditures during a taxable
year beginning before September 13,
1966, and ending after September 12,
1966, but his records as to any mine or
property are inadequate to permit a de-
termination of the amount paid or in-
curred during the portion of the year
ending after September 12, 1966, and
the amount paid or incurred on or be-
fore such date, the exploration expendi-
tures as to which the records are inad-
equate paid or incurred with respect to
the mine or property during the tax-
able year shall be allocated to each
part year (that is, the part occurring
before September 13, 1966, and the part
occurring after September 12, 1966) in
the ratio which the number of days in
such part year bears the number of
days in the entire taxable year. For ex-
ample, if the records of a calendar year
taxpayer for 1966 are inadequate to per-
mit a determination of the amount of
exploration expenditures paid or in-
curred with respect to a certain mine
or property after September 12, 1966,
and the amount paid or incurred before
September 13, 1966, 255⁄365 of the total
exploration expenditures paid or in-
curred by the taxpayer with respect to
the mine or property during 1966 shall
be allocated to the period beginning
January 1, 1966, and ending September
12, 1966, and 110⁄365 of the total explo-
ration expenditures paid or incurred
with respect to the mine or property
during 1966 shall be allocated to the pe-
riod beginning September 13, 1966, and
ending December 31, 1966.
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(3) Partnership elections. With respect
to exploration expenditures paid or in-
curred by a partnership before Septem-
ber 13, 1966, the option to deduct under
section 615(a) and the election to defer
under section 615(b) shall be made by
the partnership, rather than by the in-
dividual partners. All elections under
sections 615(e), 617(a), or 617(b) as to
the tax treatment of a partner’s dis-
tributive share of exploration expendi-
tures paid or incurred by any partner-
ship of which he is a member shall be
made by the individual partner, rather
than by the partnership.

(b) Effect of transfer of mineral prop-
erty. The binding effect of a taxpayer’s
election under section 615(e) shall not
be affected by his receiving property
with respect to which deductions have
been allowed under section 617(a). The
binding effect of a taxpayer’s election
under section 617(a) shall not be af-
fected by his receiving property with
respect to which deductions have been
allowed under section 615 pursuant to
an election made under section 615(e).
However, see section 615(g)(2) for rules
under which amounts deducted under
section 615 by a transferor may be sub-
ject to recapture in the hands of a
transferee who has made an election
under section 617(a).

PART 15a—TEMPORARY INCOME
TAX REGULATIONS UNDER THE
INSTALLMENT SALES REVISION
ACT

Sec.
15a.453–0 Taxable years affected.
15a.453–1 Installment method reporting for

sales of real property and casual sales of
personal property.

15a.453–2 Installment obligations received
as liquidating distribution. [Reserved]

AUTHORITY: 26 U.S.C. 453(i) and 7805.

§ 15a.453–0 Taxable years affected.
(a) In general. Except as otherwise

provided, the provisions of § 15a.453–1
(a) through (e) generally apply to in-
stallment method reporting for sales of
real property and casual sales of per-
sonal property occurring after October
19, 1980. See 26 CFR § 1.453–1 (rev. as of
April 1, 1980) for the provisions relating
to installment method reporting for
sales of real property and casual sales

before October 20, 1980 (except as pro-
vided in paragraph (b) of this section)
and for provisions relating to install-
ment sales by dealers in personal prop-
erty occurring before October 20, 1980.

(b) Certain limitations. The provisions
of prior law (section 453(b) of the Inter-
nal Revenue Code of 1954, in effect as of
October 18, 1980) which required that
the buyer receive no more than 30 per-
cent of the selling price in the taxable
year of the installment sale and that at
least two payments be received shall
not apply to reporting for casual in-
stallment sales of personal property
and installment sales of real property
occurring in a taxable year ending
after October 19, 1980.

[T.D. 7768, 46 FR 10709, Feb. 4, 1981; 46 FR
43036, Aug. 26, 1981]

§ 15a.453–1 Installment method report-
ing for sales of real property and
casual sales of personal property.

(a) In general. Unless the taxpayer
otherwise elects in the manner pre-
scribed in paragraph (d)(3) of this sec-
tion, income from a sale of real prop-
erty or a casual sale of personal prop-
erty, where any payment is to be re-
ceived in a taxable year after the year
of sale, is to be reported on the install-
ment method.

(b) Installment sale defined—(1) In gen-
eral. The term ‘‘installment sale’’
means a disposition of property (except
as provided in paragraph (b)(4) of this
section) where at least one payment is
to be received after the close of the
taxable year in which the disposition
occurs. The term ‘‘installment sale’’
includes dispositions from which pay-
ment is to be received in a lump sum in
a taxable year subsequent to the year
of sale. For purposes of this paragraph,
the taxable year in which payments are
to be received is to be determined with-
out regard to section 453(e) (relating to
related party sales), section (f)(3) (re-
lating to the definition of a ‘‘pay-
ment’’) and section (g) (relating to
sales of depreciable property to a
spouse or 80-percent-owned entity).

(2) Installment method defined—(i) In
general. Under the installment method,
the amount of any payment which is
income to the taxpayer is that portion
of the installment payment received in
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